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July 18, 1996
EX PARTE OR LATE FiLEC

Mr. William F. Caton, Acting Secretary
Federal Communications Commission
Room 222, 1919 M Street, ~.W.

MS 1170
Washington, D.C. 20554

RE: Implementation of Local Competition Provisions of the
Telecommunications Act of 1996, CC Docket No. 96-98

Dear Mr. Caton:

The Iowa Utilities Board ClUB") requests permission to file the enclosed late comments
in the subject proceeding. An original and twelve copies of the "Supplemental Comments
of the Iowa Utilities Board' are enclosed; two copies are annotated as "Extra Public
Copy."

This filing is subject to disdosure and the IUB requests that it be included in the public
record pursuant to the Federal Communication Commission's ex parte communication
procedures, 47 C.F.R. §l. 200, et seq.

Sin~~ly, , r;

ifC£tJI4~lv1.v' '~
Richard A. Drom
Counsel for the Iowa Utihties Board

cc: International Trans,~ription Service
Common Carrier Bureau
Iowa Congressiona Delegation
Phil Smith



EX PARTE OR LATE FILED

Before the
FEDERAJ, COMMUNICATIONS COMMISSION

Washington, D.C 20554

In the Matter of

Implementation of the Local Competition
Provisions of the TelecOImmmications Act
of 1996

)
)
)
)
)

CC Docket No. 96-98

SUPPLEMENTAL t~OMMENTSOF THE IOWA UTILITIES BOARD

Paragraph 33 of the subject Notice of Proposed Rulemaking ("NPRM")

specifically sought commen ts on whether states should be pennitted to experiment with

different pro-competitive regimes to implement the requirements of sections 251,252,

253 and 254 ofTelecommlinications Act of 1996.1 The May 16, 1996 comments filed by

the Iowa Utilities Board (" VB") in the captioned proceeding described the benefits of

pennitting appropriate statl' jurisdictional agencies to implement these requirements due

to, inter alia, the many different economic environments faced by local exchange carriers

("LEC").2

The IVB continues to encourage the Federal Communications Commission

("FCC") to establish appr >priate rules that support the goals of the 1996 Act and also to

1Telecommunicatims Act of 1996, Pub. L. No. 104-104, 110 Stat 56 ("1996 Act"),
See, 47 U.S.C.A. § 251,~t al.

2See, IVB COrntnfnts, pp. 5-7.
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allow the states to work out the necessary details.

However, if the FC( concludes that prescriptive federal rules governing

interconnection fees are ne' essary, the IUB strongly recommends that the FCC recognize

that Total Service Long Rw· Incremental Costs ("TSLRIC") should be broadly defmed

based upon a least cost anar ysis, instead of narrowly focusing on forward looking

economic costs. A basic teJ,ant of TSLRIC methodology is the use of long-run economic

costs. The long-run is defined as a period of time sufficient to change all levels of inputs

and outputs such that all inp uts and outputs can be produced at least cost.

In many states, defm i ng the floor rate for TSLRIC through the use of forward

looking economic costs rna) result in designing proper LEC interconnection rates.

However, studies filed by th~ incwnbent LEC in Iowa have demonstrated that use of

embedded investment methodology for TSLRIC will actually result in lower costs than

designing TSLRIC using forvard looking investment.3 For example, the IUB recently

compared a forward looking investment to an embedded investment analysis in

determining the proper least ;ost rates for the unbundled local loop service in Iowa. If

the costs for this service had been based solely upon forward looking investment, the

rates for this service would have been close to $4.00 per month higher - - - implying

illogically that, in the long-n n, the carrier, U S West, would change all levels of inputs

and outputs, such that the inI uts and outputs can be produced at highest cost. This

3See, TSLRIC results n Iowa Docket No. RPU-95-10.
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assumption obviously makt s no sense for unbundled local loop service and would make

no sense for the design of proper interconnection rates. In fact, in Iowa, it appears that an

embedded plant analysis m; ly actually produce U S West's inputs and outputs at least

cost, compared with a forwrrd looking analysis. We believe that a similar result would

occur in other low-cost stat. 'so

The best incentive th e states and the FCC could provide to encourage incumbent

LECs to modernize their lOt alloop and distribution facilities is to price those facilities

assuming utilization of the J lOst efficient, least cost, technology currently available.

Under least cost pricing, an mcumbent LEC would fail to recover the full costs of

providing interconnection St rvices if it provided those services using inefficient, high-cost

technology. This failure wculd provide a strong incentive for the LEC to replace its

inefficient network with a Ie ast cost network. In a competitive market for interconnection

services, an inefficient LEe would be priced out of the market by competitors employing

least cost technology. The states and the FCC should attempt to emulate the competitive

market outcome when pricin g interconnection services by employing a least cost

standard.

If the FCC's fmal ruks narrowly defme TSLRIC to require the use of forward

looking investment, rather tl1 an by providing flexibility in designing these rates,

interconnection rates in IOWi (i) will be unnecessarily high; (ii) will not achieve the

"least cost" goals of the 1991. Act; and (iii) will not create an incentive for the LEC to

provide interconnection servces using the least cost technology.
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Therefore, the IUB re'ipectfully recommends that if the FCC detennines that

prescriptive federal rules regarding the TSLRIC floor rate are required, the following

flexible defInition for TSLR C be utilized:

Floor rate to be set hlsed on Total Service Long Run Incremental Costs
("TSLRIC"). The kf y element is the use of long-run economic costs; the
long run implying a period of time sufficient to change all levels of inputs
and outputs, such tha the inputs and outputs can be produced at least cost.
TSLRIC includes cos of capital which equates to a "reasonable profit."

The suggested language replaces the improperly restrictive focus on "forward

looking economic costs" wi1h the flexible analysis of"least cost" economics in defming

TSLRIC. The suggested lar guage thus is more consistent with the intent and language of

the 1996 Act than total relia nce upon a flawed concept such as "forward looking

economic costs."

At a minimum, if TS L,RIC is defmed in FCC rules without reference to least cost,

the IUB urges the inclusion of a footnote commenting with favor upon the IUB's

decisions adopting the results of a study which produced the least cost in comparison

with a forward looking stuG y.

CONCLUSION

The IUB respectfulJ' l requests that the FCC establish interconnection rules in the

captioned proceeding that ~. upport the goals of the 1996 Act and that also allow the states

to work out the necessary retails. In the alternative, the IUB requests that a flexible

defmition of TSLRIC be a( ~opted that relies upon, or at a minimum allows, least cost

-4-



analysis rather than requirin,~ a forward looking economic approach.

Respectfully submitted,

By: )v1i...., rd...l,{j~J ;(£;2)-
William F. Smith, Jr.
Chief
Bureau of Rates & Safety Evaluation
Iowa Utilities Board
Lucas State Office Building
Des Moines, Iowa 50319
(515) 281-5469

Allan Kniep
Deputy General Counsel
Iowa Utilities Board
Lucas State Office Building
Des Moines, Iowa 50319
(515) 281-4769

Richard G. Morgan
Richard A. Drom
Lane & Mittendorf, LLP
919 18th Street, N.W.
Suite 800
Washington, D.C. 20006
(202) 785-4949

Counsel for the Iowa Utilities Board

Dated: July 18, 1996

-5-


